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ABSTRAK 
 
Objektif kajian ini adalah untuk mengkaji prestasi dan mengenalpasti faktor-
faktor penentu terhadap prestasi bank-bank Islam. Kajian terhadap prestasi 
memberi sedikit gambaran berkenaan bank-bank Islam full-fledge (IB) dan 
bank-bank komersial yang menawarkan khidmat jendela atau skim perbankan 
Islam (IBS). Kajian ini menggunakan data panel 14 tahun yang terdiri 
daripada 11 sampel IB dan IBS. Terdapat enam faktor-faktor penentu  yang 
diuji dalam kajian ini. Ia terdiri daripada Pinjaman kepada Jumlah Aset (LTA), 
Pendapatan sebelum Faedah dan Cukai (EBIT), Kadar Pinjaman Asas (BLR),  
Pinjaman tidak Berbayar (NPL), Nisbah Kecukupan Modal (CAR) dan Jumlah 
Asset (TA). Secara keseluruhannya, kajian menunjukkan prestasi IB dan IBS 
berada dalam keadaan agak baik. Walaubagaimanapun, secara 
perbandingan, jurang prestasi adalah agak kecil antara sampel IBS dengan 
IB. Bagi kajian faktor-faktor penentu, terdapat empat pembolehubah yang 
signifikan dalam menentukan kadar prestasi bank iaitu BLR, EBIT, NPL dan 
CAR. BLR dan EBIT berhubungan secara positif manakala NPL dan CAR 
berhubungan secara negatif dengan prestasi bank. LTA dan TA didapati tidak 
signifikan. Dapatan  kajian memberi sedikit gambaran dan pengetahuan 
terhadap kajian prestasi bank dan faktor-faktor yang mempengaruhi prestasi 
bank-bank Islam di Malaysia. 
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ABSTRACT 
 
The objective of this study is to examine the performance and to identify the 
determinants of the performance of Islamic banks. The study on performance 
provides several insights on full-fledged Islamic banks (IB) and commercial 
banks offering Islamic window or Islamic banking scheme (IBS) that operate 
in the Malaysian Islamic banking industry. This study used a 14-year panel 
data that comprises of 11 samples of IB and IBS. There are six factors tested 
in this study. They are Loan to Total Asset (LTA), Base Lending Rate (BLR), 
Earning before Interest and Tax (EBIT), Non-Performing Loan (NPL), Capital 
Adequacy Ratio (CAR) and Total Asset (TA). The findings on the performance 
of IB and IBS show that both IB and IBS performed reasonably well. However, 
IBS performances were found to be comparably lower with smaller deviation 
range between samples compared to IB samples. With regard to determinants 
factors, findings indicated that four variables significantly determined Islamic 
banks’ performance. The variables are BLR, EBIT, NPL and CAR. BLR and 
EBIT positively determined performance whereas NPL and CAR negatively 
determined performance. The other two variables LTA and TA are found to be 
not significant. The results at least provide some knowledge on the 
performance and factors affecting the performance of Islamic banks in 
Malaysia. 
 
v 
 
ACKNOWLEDGEMENTS 
 
All praise be to the Lord, the All - Knowing Allah, the source of all knowledge, 
for His guidance and munificence in helping me in my quest for knowledge 
and to persevere in the course of completing of this dissertation.    
First of all, I wish to thank my supervisor, Pn. Nurul Huda Abdul Majid, for her 
invaluable advice, constant guidance, great patience, understanding, insights, 
knowledge, attention, kindness and encouragement throughout my study at 
Universiti Utara Malaysia.  
 
I also wish to convey my utmost gratitude and most sincere appreciation to 
my beloved husband, my late mother, my father, my parents-in-law and all my 
friends especially those who have always encouraged and guided me to be 
independent, and reach the peak of my aspirations. 
 
Finally, my thanks to everyone who has been directly or indirectly involved in 
helping I complete my research. Every help in every way was invaluable and I 
express my thanks here. 
 
vi 
 
TABLE OF CONTENTS 
 
Pages 
 
CERTIFICATION OF PROJECT PAPER     i 
PERMISSION TO USE        ii 
ABSTRAK          iii 
ABSTRACT          iv 
ACKNOWLEDGEMENT        v 
TABLE OF CONTENT        vi 
LIST OF TABLES         viii 
LIST OF FIGURE         viii 
LIST OF ABBREVIATIONS       viii 
 
 
CHAPTER 1: INTRODUCTION 
 
1.1 Introduction         1 
1.2 Islamic banks development in Malaysia     5 
 1.2.1 Overview and regulatory background    5 
 1.2.2 The products and services of Islamic banks   7 
1.3 Problem statement        10 
1.4 Research questions       11 
1.5 Objectives of the study       11 
1.6 Significance of the study       12 
1.7 Organisation of the study       13 
 
 
CHAPTER 2: LITERATURE REVIEW 
 
2.1 Introduction         14 
2.2 Performance         14 
 2.2.1 Objective and importance      14 
 2.2.2 Measuring bank performance     16 
2.3 Performance of the Islamic banks     17 
 
 
CHAPTER 3: DATA AND RESEARCH METHODOLOGY 
 
3.1 Introduction         21 
3.2 Banks performance measurement     21 
3.2.1 Return on equity (ROE)      22 
3.3 Estimation approach of GLS      23 
3.3.1 Panel data estimation approaches    24 
3.3.2 Panel regression for fixed effect and random effect  24 
3.3.3 Panel regression for model comparison in GLS  25 
3.3.4 Independent variables measurement and hypothesis  
 development        26 
3.4 Data collection        33 
vii 
 
CHAPTER 4: EMPIRICAL FINDINGS AND DISCUSSIONS 
 
4.1 Introduction         36 
4.2 Results on performance of Islamic bank s    36 
 4.2.1 Descriptive analysis of ROE     37 
4.3 Result on determinant factors      39 
 4.3.1 Descriptive analysis      40 
 4.3.2 Panel regression result of GLS     43 
4.4 Conclusion         47 
 
 
CHAPTER 5:  
CONCLUSIONS, LIMITATIONS AND RECOMMENDATIONS  48 
 
REFERENCES         52 
 
APPENDIX A: PANEL EGLS – RANDOM EFFECT                        55
    
APPENDIX B: PANEL EGLS – FIXED EFFECT                                        56
                    
          
viii 
 
LIST OF TABLES 
 
Table 1.1 The establishment of Islamic banks in Malaysia  3 
Table 3.1 Sample of Islamic banks      34 
Table 4.1 Descriptive analysis       37 
Table 4.2 Descriptive analysis of IB ROE     38 
Table 4.3 Descriptive analysis of IBS ROE     38 
Table 4.4 Results of mean and standard deviations    39 
Table 4.5 Descriptive analysis for independent variables   41 
Table 4.6 Pearson’s correlation matrix     42 
Table 4.7 Variance inflation factors      42 
Table 4.8 Hausman test       43 
Table 4.9 Panel estimation results GLS      44 
 
 
LIST OF FIGURE 
 
Figure 3.1 Theoretical framework      35 
 
 
LIST OF ABBREVIATIONS 
 
BLR  Base Lending Rate  
BNM   Bank Negara Malaysia 
CAR  Capital Adequacy Ratio  
DEA   Data envelopment analysis  
EBIT  Earnings before Interest and Tax  
GLS   Generalised least square 
IB   Full-fledge Islamic banks  
IBS  Islamic Banking Scheme 
IIAB  International Arab bank 
JIBFI  Jordon Islamic Bank of Finance and Investment  
LSDV  Least-square-dummy-variables  
LTA  Loan to Total Asset  
NPL  Non-Performing Loans  
OLS  Ordinary least square 
RI  Real Interest Rate  
ROA  Return on Asset 
ROE  Return on Equity 
SF  Shareholder Funds  
TA  Total Asset  
TL  Total Loan 
VIF  Variance Inflation Factor  
  
1 
 
CHAPTER ONE 
INTRODUCTION 
 
 
1.1 Introduction  
 
The Islamic banking industry in Malaysia has undergone rapid development 
since the 1980s. The industry has evolved tremendously during which the 
total assets growth has been at an average rate of 18 percent per annum 
since year 2000. There were two full-fledged Islamic banks (IB), and 17 
commercial banks offering Islamic window or Islamic banking scheme (IBS) 
during that year. By 2007, the number of IB swelled to 11 and there were 8 
IBS.  
 
The full-fledged Islamic banks (IB) include Islamic banking subsidiaries which 
are upgraded from the existing local and foreign IB and IBS. The IBS high 
point started in 1993 and its encouraging growth began when in 2005, the 
Bank Negara Malaysia (BNM) introduced the concept of Islamic banking 
subsidiary. Such initiative marked a new milestone in the achievement of 
Islamic banking, receiving significantly positive response among conventional 
banks.  
 
Nowadays, the Islamic windows concept has become more established.  
Among the first IBS that were upgraded to become Islamic bank subsidiaries 
are RHB Islamic Bank, Hong Leong Islamic Bank Berhad and CIMB Islamic 
The contents of 
the thesis is for 
internal user 
only 
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